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'This document is intended to compile all recommendations and action taken by the Sunset Advisory
Commission and the Legislature for an agency under Sunset review. The following explains how the
document is expanded and reissued to include responses from agency staff and members of the public,
as well as action taken by the Sunset Commission and the Legislature in each step of the Sunset
process.

L 4

Sunset Staff Report — Contains all Sunset staff recommendations on an agency, including both
statutory and management changes, developed after extensive evaluation of the agency.

Hearing Material — Summarizes all responses from agency staff and members of the public to
Sunset staff recommendations, as well as new policy issues raised for consideration by the Sunset
Commission.

Decision Material — Includes additional responses, testimony, or new policy issues raised during the
public hearing for consideration by the Sunset Commission in its decision meeting on an agency.

Commission Decisions — Contains the decisions of the Sunset Commission on staff recommendations
and new policy issues. Statutory changes adopted by the Commission are presented to the
Legislature in the agency’s Sunset bill.

Final Report — Summarizes action taken by the Legislature on Sunset Commission recommendations
and new provisions added by the Legislature to the agency’s Sunset bill.
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Summary

In 1987, Texas voters approved a statewide referendum allowing pari-mutuel
wagering on horse and greyhound races at facilities regulated by the Texas
Racing Commission (Commission). In supporting this change in law, voters
expected tight industry regulation, accompanied by a significant impact to
Texas’ agricultural economy and increased State revenue. However, since
legalization of pari-mutuel wagering, the racing industry has struggled to
build and maintain profitability, interest, and attendance.

Sunset staff examined the Commission’s ability to oversee Texas’ pari-mutuel

racing industry, and concluded that, while the Commission is well-managed

and effectively meets its mission, the Commission’s statute has not kept pace

with changes in the racing industry — specifically the

decline in wagering and overall racing industry profits. C‘S@@D

These changes have resulted in increasing limitations Although the Commisson
on the Commission’s ability to oversee racetrack

license holders, ensure adequate racing facilities, and significant regulator
respond to changes in wagering technology. Clearer & g Y

statutory authority and added flexibility would help the Challe’?g(?s exlSt'bec'ause of the
Commission oversee today’s racing industry, as well as declining racing industry.
adapt to any future changes. The Commission would
thus stand better equipped to provide consistent, strict
oversight of Texas’ pari-mutuel racing industry.

effectively meets its mission,

'The recommendations in this report also address the long-standing process
by which the Commission oversees racetrack facilities and racing industry
occupations. While the Commission’s enforcement processes generally
identify and resolve major problems, improvements can be made to provide
better results and ensure sound racetrack facilities and more qualified racing
industry employees — resulting in safer working environments for race
participants.

'The review also evaluated organizational alternatives to industry regulation by
aseparate agency. Staff considered two particular alternatives: the Department
of Public Safety and the Texas Lottery Commission. Neither agency has the
infrastructure or expertise to regulate the pari-mutuel racing industry. If the
Legislature authorizes additional forms of gaming, potential organizational
alternatives would be evaluated at that time. However, because the racing
industry continues to decline and the Commission’s future ability to regulate
this industry is unknown, a period shorter than the typical 12 years between
Sunset reviews is necessary.

In conducting this review, Sunset staft also assessed the need for the Equine
Research Account Advisory Committee (Committee). Created by the
Legislature in 1991, the Committee recommends funding for equine research
projects using a portion of wagers placed on Texas horse races and collected

through the Equine Research Account. The Director of Texas Agriliife
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Research, however, has the ultimate authority to grant Account funds in the current system. The
review found that the Committee struggles with funding issues and administrative overhead challenges,
and therefore, has a limited ability to fund long-term projects or provide clear outcome measures.
Dissolving the Committee and allowing Texas AgriLiife Research’s Director to directly award grants to
equine research projects would lead to a greater resource pool for funding equine research, with greater
oversight of research results. The Committee is not required for industry groups to meet and discuss
equine-related topics.

'The following material provides a summary of the Sunset staff recommendations on the Texas Racing
Commission and the Equine Research Account Advisory Committee.

Issues and Recommendations

Issue 1

The Commission Lacks Certain Regulatory Tools Needed to Oversee Today’s Racing
Industry.

Key Recommendations

¢ Require the Commission to review each racetrack license on a periodic basis and develop renewal
criteria along with associated sanctions for failure to comply.

Clarify the Commission’s revocation authority and ability to refuse to renew a racetrack license.
Eliminate uncashed winning tickets as a source of Commission revenue.

Clarify that all unlicensed entities are prohibited from accepting wagers placed by Texas residents.

® & o o

Direct the agency to adopt a plan to further integrate field staff into the Commission’s overall
racetrack enforcement plan.
Issue 2

Weaknesses Exist in the Commission’s Approach to Licensing Racing Industry
Occupations.

Key Recommendations

Require the Commission to license only those individuals who can affect pari-mutuel racing.
Require the Commission to obtain criminal history reports every three years.
'The Commission should develop a faster method of obtaining criminal history reports.

The Commission should develop processes for overseeing practical exams.

* & o o

The Commission should ensure that licensee oversight is consistent from racetrack to racetrack.

Texas Racing Commission / Equine Research Committee Sunset Final Report
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Issue 3
Texas Has A Continuing Need for the Texas Racing Commission.

Key Recommendation

¢ Continue the Texas Racing Commission for six years.

Issue 4
The State No Longer Needs the Equine Research Account Advisory Committee.

Key Recommendation

¢ Abolish the Equine Research Account Advisory Committee and continue Texas AgriLife Research’s
authority to expend appropriated Equine Research Account funds.

Fiscal Implication Summary

None of the recommendations in this report would have a significant fiscal impact to the State.

Sunset Final Report Texas Racing Commission / Equine Research Committee
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Summary of Legislative Action
S.B. 1013 Hinojosa (Isett)
CS@@?

Senate Bill 1013 contained the Sunset Commission’s recommendations on the Texas Racing
Commission and the Equine Research Account Advisory Committee, as well as additional
statutory modifications made by the Legislature. However, the Legislature did not pass S.B. 1013.
The Racing Commission and the Committee were continued in separate legislation in the 1st
Called Session, 81st Legislature. Senate Bill 2 continues both entities until 2011, and requires the
Sunset Commission to focus its next review of the Racing Commission and the Committee on the
appropriateness of its previous recommendations to the 81st Legislature. Continuing both entities
tor two years will allow the Sunset Commission to re-examine the Racing Commission and the
Committee and make recommendations to the 82nd Legislature.

Sunset Final Report Texas Racing Commission / Equine Research Committee
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Issue 1

The Commission Lacks Certain Regulatory Tools Needed to Oversee
Today’s Racing Industry.

Summary

Key Recommendations

¢ Require the Commission to review each racetrack license on a periodic basis and develop renewal
criteria along with associated sanctions for failure to comply.

Clarify the Commission’s revocation authority and ability to refuse to renew a racetrack license.
Eliminate uncashed winning tickets as a source of Commission revenue.

Clarify that all unlicensed entities are prohibited from accepting wagers placed by Texas residents.

® 6 o o

Direct the agency to adopt a plan to further integrate field staff into the Commission’s overall
racetrack enforcement plan.

Key Findings

& As Texas’ racing industry has evolved, the Texas Racing Act has not kept pace with industry
changes.

¢ 'The Commission’s statutory method of finance no longer provides a reliable source of revenue to
ensure adequate regulation of the racing industry.

¢ The Texas Racing Act does not address new wagering alternatives that expand Texans’ ability to
gamble.

¢ 'The Commissions current racetrack oversight process does not ensure consistency across
locations.

Conclusion

The Texas Racing Act does not reflect the environment in which the Texas Racing Commission
(Commission) operates. Also, the Commission’s enforcement efforts can be improved to ensure
consistent, evenhanded oversight of the declining industry it oversees. Without statutory change and
turther direction, the Commission’s ability to eftectively manage the racing industry in the manner
originally prescribed by the Legislature is compromised. The recommendations in this Issue would
provide an updated framework for clear, ongoing regulation of racetrack licensees and wagering in
Texas — giving the State better control of gambling throughout Texas. These recommendations would
also help ensure that the Commission has a stable funding source to continue regulating the racing
industry and would direct the agency to develop a better enforcement plan. These changes would help
the agency stay focused on the goal of ensuring all Texas racetracks are safe for racing participants and
their betting patrons.

Sunset Final Report Texas Racing Commission / Equine Research Committee
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Support

The Texas Racing Act requires the Commission to tightly
regulate the racing industry.

2

S ——
The Act allows

only three

major horse
racetracks and
three greyhound
tracks in Texas.

Racetrack Performance Data

The Texas Racing Commission (Commission) is charged with regulating
and supervising all aspects of the pari-mutuel horse and greyhound racing
industry, including defining the Rules of Racing, which protect the safety
of all race participants and the betting public. To accomplish this mission,
the Commission’s duties include issuing racetrack licenses, overseeing the
wagering process, licensing racetrack employees and other occupations
involved in the racing industry, and enforcing the Texas Racing Act (the
Act) and Rules of Racing. The Commission currently oversees seven
active racetracks and six non-operational racetracks. The Commission
operates on a budget of about $4.2 million, all of which comes from
industry-related fees and uncashed winning tickets.

'The original purpose of regulating pari-mutuel racing was not only to
ensure the safety of live race participants and the integrity of pari-mutuel
wagering, but also to make certain that pari-mutuel gambling did not
spread uncontrolled throughout Texas. As a result, the Legislature placed
specific restrictions on the number of Class 1 horse and all greyhound
racetrack licenses. Because the Legislature anticipated the Commission
overseeing a booming racing industry, the agency’s enabling act directs
the Commission to control entry and does not fully address ongoing
regulation or changes within the industry.

The Texas racing industry has experienced a steady decline in racetrack
attendance and the total amount of money wagered, or handle. The
table, Racetrack Performance Data, shows the amount of handle for live
and simulcast wagers, the amount of state pari-mutuel tax paid, and the
number of patrons during the past five years. Racetrack profits have
certainly decreased during the past five years,
and, according to interviews with longtime

Year Handle State Tax | Patrons industry members, the racing industry
2003 | $557,527,617 | $4,615,249 | 2,862,501 never experienced the level of success
20041 | $564,297,349 | $4,650,399 | 3,783,720 originally anticipated when Texas voters
2005 | $515,074,486 | $4,441,690 | 2,432,071 |  legalized pari-mutuel wagering in 1987.
2006 | $504,233,570 | $4,398,721 | 2,361,397 Atiper_ldgf Atdetallfs racetrack WagTefmg, gn‘i
2007 | 492,199,990 | $4,351,865 | 2,276,474 | O ot MCICATOLS O SUECCSS Since Lexas IS
racetrack opened in 1989.

As Texas’ racing industry has evolved, the Texas Racing Act

has not kept pace with industry changes.
¢ In crafting the Texas Racing Act, the Legislature did not anticipate
regulating a declining industry that might not fulfill basic promises to
conduct live racing. While the Commission is charged with controlling
the growth of the racing industry, this mission does not reflect the
challenges associated with regulating today’s declining racing industry.
Texas Racing Commission / Equine Research Committee Sunset Final Report
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For example, statute limits the number of greyhound licenses and Class
1 horse track licenses available.?  These limitations, original to the
Act, were likely prescribed to limit competition between the horse and
greyhound industries and help ensure planned growth of large gambling
facilities. However, the Act never anticipated that the industry might
suffer and racetracks, like Corpus Christi Greyhound Race Track, might
close because of insufficient wagering revenue. Also, neither the Act nor
the Commission anticipated that racetrack licensees would not fulfill
basic intentions to choose a location and construct a racetrack. Two of
the inactive racetrack licensees overseen by the Commission have yet to
build racetrack facilities but have held the licenses since 1989.

Despite these challenges, the Act does not give the Commission clear
authority to revoke a racetrack’s license for failure to conduct live
racing events — a basic tenet of the license and

a requirement for initial licensure. In fact, the
Act defines a racetrack license granted by the

Grounds for Revocation

Commission as granted in perpetuity.’ Further,if | The Texas Racing Act outlines 17 grounds for
one of the statutorily limited licensee types, such | license revocation or suspension, including:

as Corpus Christi Greyhound Race Track, is on + the applicant has been convicted of a violation
inactive status — no matter the length of time — of the Texas Racing Act, a felony, or any crime
the Commission does not have the clear authority involving moral turpitude;

to revoke the license or offer a license to an | & the applicant is unqualified, by experience or
applicant willing to run live races. While the Act otherwise, to perform the duties required of a
does define grounds for revocation, statute directs licensee;

this authority towards a new applicant, not a long- o the applicant falsely or incorrectly answered a
standing license holder. The textbox, Grounds for question on the application; and
Revocation, summarizes some of the Commission’s + the applicant is not of good moral character.

limited revocation authority granted in the Texas

Racing Act.

The Act does not adequately address ongoing regulation of racetrack
license holders. Before granting an initial racetrack license, the
Commission reviews the financial soundness of each applicant. However,
once licensed, the Commission has no oversight of this integral aspect of
the ability to soundly operate a racetrack. The Act’s limited revocation
authority also addresses individual applicants and not business entities, as
is common for today’s racetrack license holders. In general, and especially
given the difhicult financial status of today’s racing industry, parties to the
license often change. However, once a racetrack license is granted, the
Commission has little authority over the license holder’s status.

'The Texas Racing Act does not provide tools that other state agencies
with licensing programs have to ensure ongoing oversight of its racetrack
license holders. For example, most licensing programs use a renewal
process to help ensure continued competence and provide evidence of a
licensee’s compliance history. Before renewing a license, agencies review
each license for compliance issues, and deficient compliance histories
are typically viewed as a potential disqualifier for renewal. As a general

Sunset Final Report
July 2009
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8

The State rarely
issues permits
or licenses in

principle for licensure and permitting programs, an agency’s range of
penalties include: revocation of a license, suspension of a license, and
refusal to renew a license.

Also, the State generally does not issue licenses in perpetuity and subjects
licensees and permit holders to a periodic review process that assesses
compliance history and the ability to continue operating. For example,
the Texas Commission on Environmental Quality requires facilities
with huge capital investments, such as power plants and oil refineries,
to submit to regular review of air quality standards during the permit

project budgetary costs using reliable funding sources. The Commission
relies on uncashed winning tickets (OUTs) to supplement other racing-
associated fees as a source of revenue. The Texas Racing Act authorizes
all Texas racetracks to be reimbursed for drug testing costs with revenue
from uncashed winning tickets. After racetracks deduct these expenses,
racetracks then submit the remaining portion of OUTs revenue to the
Commission. The agency uses this amount to help fund the following
fiscal year’s agency operations. However, the agency is unable to predict
how much revenue each racetrack might produce. Also, as of September
1,2007, all uncashed tickets have an expiration date of one year from the
date of purchase, instead of the original 60-day timeframe. This change
in law results in the Commission receiving uncashed ticket payments

In fiscal year 2007, OUTs constituted more than one-third of the
Commission’s operating budget: however, as the overall amount of wagers
placed decreases, so does the amount of uncashed winning tickets. The
table, OUTs Revenue, shows uncashed ticket revenue beginning in fiscal
year 2001. In years past, the agency compensated for a decreased amount
of uncashed tickets by
lowering the amount
racetracks are allowed to

deduct from wuncashed
ticket revenue for drug
testing expenses. While
this method offsets some
of the decline in revenue,
as wagers decrease the
agency may not be able to
continue to compensate
for the overall loss of

perpetuity.
renewal process.*
The Commission’s statutory method of finance no longer
provides a reliable source of revenue to ensure adequate
regulation of the racing industry.
¢ A significant Commission funding stream does not allow the agency to
gradually throughout the year instead of in one lump-sum deposit.
OUTs Revenue
FYs 2001 — 2008
Outstanding Drug Expenses | Total Amount of
Year Ticket Balance Allowed OUTs Payments
2001 $3,511,926 ($1,297,573) $2,212,353
2002 $3,342,730 ($1,378,266) $1,964,464
2003 $3,256,675 ($1,349,565) $1,907,110
2004/2005° $4,836,598 ($2,190,309) $2,646,289
2006 $3,076,798 ($1,010,207) $2,066,591
2007 $2,795,266 ($1,043,554) $1,751,712
2008 $2,808,207 ($1,041,358) $1,766,849

revenue.

Texas Racing Commission / Equine Research Committee
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Lone Star Park — $943,659 (54%)

¢ Changes in wagering technology further threaten the Commission’s

OUTs funding. Most tracks offer electronic teller machines that allow
patrons to place bets and check winnings electronically. These machines
are typically accessible throughout a racetrack’s wagering area, providing
easy access for checking old tickets. By using this type of technology,
interviews showed that racetracks would likely see an increase in the
amount of payouts made, resulting in a decreased number of uncashed
tickets.

'The manner in which uncashed ticket revenue is collected places an
inequitable burden on the racing industry. For example, in 2007, one
racetrack, Lone Star Park, paid nearly 53 percent of the OUTs payments
collected by the Commission. The chart, OUTs Payments by Racetrack,
shows the breakdown of payment made by each operating racetrack
during fiscal year 2007.

OUTs Payments by Racetrack
FY 2007

Gillespie County Fairgrounds — $27,891 (2%)—’

Manor Downs — $89,981 (5%)

Total: $1,766,849

Valley Greyhound Park — $57,368 (3%)
Gulf Greyhound Park — $68,759 (4%)

Retama Park — $236,313 (13%)

Sam Houston Race Park — $342,878 (19%)

revenue, the racetrack did not make any OUTs payments in fiscal year 2007.

Because Corpus Christi Greyhound Park deducted more drug testing costs than OUTs

While Lone Star Park paid the majority of uncashed ticket payments, the
racetrack did not offer the majority of live race days. Racetracks oftering
tewer live race dates do not have as many drug testing-related expenses as
other racetracks. The table, Live Race Performances, details the number of
live races each active racetrack hosted in 2007. Racetracks that hold more
live race dates require more Commission oversight and thus more of the
agency’s revenue to perform the enforcement function.

Live Race Performances — 2007

Live Percentage of Live
Racetrack Performances Performances
Gulf Greyhound Park 455 36%
Corpus Christi Greyhound Race Track 360 29%
Valley Race Park 157 13%
Sam Houston Race Park 105 8%
Lone Star Park at Grand Prairie 99 8%
Retama Park 53 4%
Manor Downs 18 1%
Gillespie Fair and Festival 8 <1%

Sunset Final Report
July 2009
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B ———
The Act does
not specifically
prohibit online or
phone wagering.

e
Racetracks,
breeders, and
the State all
lose revenue
when Texans
bet through
the Internet.

The Texas Racing Act does not address new wagering
alternatives that expand Texans’ ability to gamble.

¢ 'The Texas Racing Act does not expressly address wagering alternatives

made possible by advances in technology, such as online and phone account
wagering. The Act requires that all wagers placed on the outcome of
Texas races be made inside a racetrack enclosure.® ‘The Act also prohibits
racetrack associations from opening satellite locations, commonly known
as off-track betting facilities, to offer simulcast signals, and from taking
phone wagers on any races, live or simulcast, offered at a Texas racetrack.
The Act also prohibits associations from taking wagers paid for using a
credit card, often required for online or phone wagering.’

Because the Act is silent on online or phone account wagering, out-of-
state online wagering companies interpret the Act to allow Texas residents
to place bets on pari-mutuel horse and greyhound races, as long as the
race occurs outside the state. When crafting the specific prohibitions,
the Legislature did not anticipate advances in technology, particularly
the Internet, that would allow out-of-state companies to offer Texans
immediate access to pari-mutuel wagering.

The racing industry and the State lose money because of unregulated
online and phone account wagering sites that take bets from Texas
customers and offer Texas races to non-Texans. When bettors place a
wager at a racetrack, the State generally receives between 1 percent and
1.5 percent of the wager placed. In addition to the State receiving a
portion of wagering revenue, the horse and greyhound breeding industries
and winning entries also receive a portion of wagering revenue. However,
when an unauthorized third-party, out-of-state entity takes a bet from a
Texas resident, the State or any other entity statutorily entitled to receive
a portion of the bet does not receive that amount.

The State’s lost revenue from online and phone account wagering is
unknown. The Association of Racing Commissioners International, a
national organization composed of executives from most states’ racing
regulatory bodies, estimates that in 2004, bettors placed about $1.5 billion
in wagers using online wagering companies. While the State’s and the
racing industry’s lost share of that total amount is unknown, during the
past few years, online wagering companies continue to report significant
increases in pari-mutuel handle, meaning that the State and the industry
continue to lose money each year.

Other states expressly prohibit online or account wagering on pari-mutuel
racing events. For example, Illinois, Indiana, Nevada, South Dakota, and
Utah expressly prohibit their residents from betting online or using phone
account wagering. Other states, as well as Congress, are also currently
reviewing the issue of online and phone account wagering.

Texas Racing Commission / Equine Research Committee Sunset Final Report
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The Commission’s current racetrack oversight process does
not ensure consistency across locations.

¢ 'The decline in wagering revenues encourages an environment at Texas
racetracks where shortcuts and other problems associated with decreased
profits, such as inadequate facility and systems maintenance, can occur.
A strong regulatory presence and racetrack facility inspection process is . S i
needed to ensure that racetrack facilities remain in compliance with the Field staff have
Act and the Commission’s Rules of Racing. However, staff observations yet to embrace
show that the Commission’s racetrack oversight process does not ensure the agency’s new
that field staft consistently address safety concerns and other violations. enforcement

approach.

The Commission recently introduced a new approach to racetrack
enforcement that employs all field staft as regulators with a defined
role in the overall regulatory process. This system replaces the agency’s
traditional departmentalized approach, which only used enforcement
staft to provide ongoing field oversight. In the Commission’s new plan,
central office staft and department managers also have an increased role
in verifying actions taken in the field — helping to ensure that staft address
all facility problems in a fair and consistent way across the state. However,
the agency’s new enforcement approach is a radical change, and as the
Sunset review revealed, agency field staff have yet to fully embrace this
new comprehensive enforcement plan.

¢ ‘The agency’s oversight of greyhound racetracks may limit capture of
all facility and wagering systems violations. For example, the table,
Departmental Oversight, details the number of times that each department
manager visited each racetrack in fiscal years 2006 and 2007. During
that time, one of the active racetracks, Corpus Christi Greyhound Race
Track, was in its final stages before closing, in poor physical condition
and in need of additional oversight. However, agency management, who
oversee field staff, visited the racetrack less than the other year-round
greyhound racetrack, Gulf Greyhound. Although many racing industry
professionals view greyhound racing as more routine than horse racing,

Departmental Oversight
FY 2006 FY 2007

Corpus Christi Greyhound Race Track.....13 Corpus Christi Greyhound Race Track.....10
Gulf Greyhound Park.........cccccocciinanes 22 Gulf Greyhound Park.......cccccooiiinniinn, 10
Valley Race Park (Greyhound) .................... 9 Valley Race Park (Greyhound) .......c.c.c.uc..e. 5
Gillespie County Fair and Festival ............ 12 Gillespie County Fair and Festival ............ 12
Lone Star Park at Grand Prairie................ 32 Lone Star Park at Grand Prairie................ 33
Manor Downs ..c..coevereviiiienencnienenenene 17 Manor Downs .....ceeeveeveeeeeeeeeeeeeeeennns 21
*Retama Park......coccoveiiiiniiiicieee 14 *Retama Park......oocveeveeviviciiiceeiceeeee 17
Sam Houston Race Park........ccoccceveennine. 29 Sam Houston Race Park........cccoccoeeenenee. 26

“Two Commission managers maintain offices at Retama Park, and one manager maintains an office at Sam
Houston Race Park, giving these racetracks an additional oversight presence from agency management.

Sunset Final Report Texas Racing Commission / Equine Research Committee
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thus needing less oversight, the Commission cannot ensure adequate and
consistent enforcement between horse and greyhound racetracks without
greater managerial involvement.

Recommendations
Change in Statute

1.1 Require the Commission to review each racetrack license on a periodic basis
and develop renewal criteria along with associated sanctions for failure to
comply.

Under this recommendation, the Commission would be required to devise, by rule, a renewal process
for all racetrack licensees. In developing this process, the Commission should consider reviewing some
similar areas as are reviewed during the initial licensure process, including financial soundness — such as
total net worth, the ratio of debt to assets, and audited financial statements — and the ability to conduct
live races. 'The process should involve members of the racing industry and other key stakeholders
to ensure that the grounds for renewal are clear and understood by all affected by this change. This
recommendation would not change the number of Class 1 horse racetrack licenses or greyhound
racetrack licenses authorized in statute.

In devising the renewal process and associated fees, the Commission should also consider the length of
time needed to conduct a thorough review of each license holder. The Commission should institute a
staggered schedule that allows for an abbreviated, yet complete, review but does not overwhelm staff’s
ability to conduct these reviews while also completing other necessary agency tasks.

'This recommendation would allow the Commission to maintain ongoing oversight of current racetrack
license holders beyond the general inspection and enforcement processes. By instituting a renewal
process, the Commission would be able to ensure that licensed racetracks are owned by individuals that
meet criteria in the Act and Rules. In addition, license holders that do not fulfill racing obligations and
impede entry into the industry would no longer hold those licenses in perpetuity.

Agency Response to 1.1

'The agency agrees with this recommendation, presuming that sufficient resources are appropriated
to implement the reviews. However, because each racetrack license will have different substantive
issues for review and will require different emphasis and analysis, an abbreviated review would be
difficult to implement. The issues will range from those tracks with no site or facility, to those that
are built and operational but have significant financial challenges. The Commission estimates that
each review will take eight weeks to 18 weeks, assuming that each license is renewed. Licenses that
are not renewed by the Commission will require a hearing at the State Office of Administrative
Hearings and may last one to two years depending upon how vigorously the licensee litigates.

To conduct a sufficient review of each racetrack license will require three additional, full-time
staff: an attorney, a program specialist, and an administrative assistant. These three staff will cover
the following activities related to processing an application: legal review and analysis of statutory
criteria, research and evaluation of financial documents, develop a database to track information,
coordinate meetings and develop correspondence, and records management. The Commission
estimates total costs including salaries for the three FTEs, associated travel costs, equipment,
supplies, and other relevant start-up costs, to range from $350,000 to $400,000. Although the

Texas Racing Commission / Equine Research Committee Sunset Final Report
Issue 1 July 2009



Agency Response to 1.1 (continued)

agency would incur costs, there would be no impact to the State’s General Revenue Fund, since
the Commission would be authorized to charge a renewal fee to collect additional revenue from
racetracks to cover additional staff needed to process racetrack license renewals. (Charla Ann King,
Executive Director — Texas Racing Commission)

Staff comment: The recommendation is intended to be an abbreviated review of a license holder’s
finances, compliance history, and general ability to conduct live racing events. While additional
staft time will be required, the agency’s renewal effort would be cyclical and would not require
year-round dedicated staff time. Sunset staff estimate that one to 1.5 FTEs would be sufficient to
implement the renewal program proposed in Recommendation 1.1.

For 1.1

None received.

Against 1.1

Nick James — Corpus Christi Greyhound Track, Austin

Paula C. Flowerday — Texans for Economic Development, Pilot Point

Drew Shubeck, President and General Manager — Lone Star Park, Grand Prairie
Bryan Brown, Chief Executive Officer — Retama Entertainment Group, Selma
Robert Bork, Vice Chairman — Sam Houston Race Park, Houston

Andrea Young, Chief Operating Officer — Sam Houston Race Park, Houston
Sally Briggs, General Manager — Gulf Greyhound Park, La Marque

Mike Burleson — Dallas City Limits, Dallas

Modifications

1. Allow current racetrack licenses to be exempted from a license renewal process and apply the
renewal process only to those licenses issued after the effective date of the Sunset legislation.

(Paula C. Flowerday, Pilot Point)

Staff Comment: 'This modification would eliminate the purpose of Recommendation 1.1, since
existing license holders are in need of an additional review and additional racetrack licenses are
not expected to be granted in the near future.

2. Require the Commission to:

¢ review active racetrack license holders no less than every five years, and grant the
Commission rulemaking authority to develop appropriate implementation procedures
within that timeframe;

¢ complete an initial review of all inactive racetrack license holders no later than September
1, 2010 and require the Commission to complete a review of any future inactive license
holders within one year of entering inactive status and, if renewed, annually thereafter;
and
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Modifications (continued)

¢ allow each new racetrack license issued after January 1, 2007, to have until September 1,
2011 or two years after license issuance, whichever is later, before the Commission considers
each license holder for the renewal program. (Sunset staff, based on a request of Sunset
Commission members.)

1.2 Clarify the Commission’s revocation authority and ability to refuse to renew a
racetrack license.

'This recommendation would clearly grant the Commission authority to employ an appropriate range
of penalties for disciplinary actions against racetrack license holders. In developing the renewal process
described in Recommendation 1.1, the Commission would incorporate refusal to renew a license into
its disciplinary actions. For example, the Commission would consider financial soundness, as described
above, and the ability to conduct live races in deciding whether to renew or refuse to renew a racetrack
license. Doing so would allow the Commission to better apply the appropriate sanction for various
offenses, such as failure to race or maintain a safe racetrack facility.

Agency Response to 1.2

'The agency agrees with this recommendation.

Agency Modification

3. Modify the Texas Racing Act to allow the Commission to require racetrack licensees to post
security at any time, instead of only when a new license is issued. Allowing the Commission
to require a racetrack licensee to post security at any point in time ensures that licensees fulfill
their statutory obligations to build their tracks and run live race dates. In addition, ensuring
the Commission’s ability to require security at any point in the lifetime of a license is an equity
issue. The Commission has now required new licensees to post security to ensure economic
benefit to the state and the industry, while the long-standing inactive licensees are contributing
nothing but license fees. This statutory modification will ensure that all licensees are treated
equally and are subject to the same requirements.

(Charla Ann King, Executive Director — Texas Racing Commission)

For 1.2

None received.

Against 1.2
Nick James — Corpus Christi Greyhound Track, Austin

Paula C. Flowerday — Texans for Economic Development, Pilot Point

1.3 Eliminate uncashed winning tickets as a source of Commission revenue.

This recommendation would remove uncashed winning tickets as a method of finance for the
Commission. Racetracks would be allowed to keep all revenue from uncashed winning tickets and
continue to use that revenue to offset the cost of drug testing race animals. The Commission would
need to replace the loss of revenue by adjusting other racing-related regulatory fees paid by each licensed
racetrack.
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This recommendation would grant the agency a more consistent revenue stream, allowing the
Commission to continue focusing on the mission of strong industry enforcement. Allowing each
racetrack to keep uncashed winning tickets would also make the amount of fees paid by each racetrack
proportionate to the amount of live races held and wagers placed. Depending on the amount of the fee
increase, some racetracks would likely experience a net gain in revenue, however that amount cannot
be estimated for this report.

Agency Response to 1.3

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 1.3

None received.

Against 1.3
Andrea Young, Chief Operating Officer — Sam Houston Race Park, Houston

Drew Shubeck, President and General Manager — Lone Star Park, Grand Prairie
Robert Bork, Vice Chairman — Sam Houston Race Park, Houston

Sally Briggs, General Manager — Gulf Greyhound Park, La Marque

1.4 Clarify that all unlicensed entities are prohibited from accepting wagers
placed by Texas residents.

Under this recommendation, the Texas Racing Act would be amended to clarify that no entity, including
out-of-state businesses that offer online or phone accounts, can accept wagers on horse or greyhound
races by Texas bettors. By making this clarification, the Texas Racing Act would be updated to reflect
the Legislature’s position on allowable betting in today’s technologically advanced world. Also, other
state or federal entities with authority to prosecute violations of the Texas Racing Act would have the
basis to pursue known violators.

While some online betting sites would clearly ignore such a change in Texas law, many have legitimate
licenses in other states and contracts with out-of-state racetracks that could be jeopardized if they do
not follow Texas law. As a result, at least partial compliance is expected from this clarification of law.

Agency Response to 1.4

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For1.4

None received.

Against 1.4
Andrea Young, Chief Operating Officer — Sam Houston Race Park, Houston
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Modification

4. Amend the Texas Racing Act to authorize and regulate advance deposit or account wagering.
(Gregg Scoggins,D.V.M.,].D.,National Director of Regulatory Affairs —Magna Entertainment
Corporation, Ashland, Virginia)

Management Action

1.5 Direct the agency to adopt a plan to further integrate field staff into the
Commission’s overall racetrack enforcement plan.

Under this recommendation, the Commission would develop and adopt a plan to fully align agency
field staft with the Commission’s new racetrack enforcement process. Management from the agency’s
central office would also need to more regularly update Commission members on the progress of
implementing this new enforcement approach and facility problems or other issues that are discovered
during various enforcement efforts.

This recommendation would help reinforce the Commission’s approach to better integrate all field
staff in its efforts to oversee racetrack facilities. The recommendation would also help ensure a better
connection between field staft and central office staft, who oversee all departments and can use
information from each racetrack to help plan future enforcement strategies.

Agency Response to 1.5

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For1.5

None received.

Against 1.5

None received.

Fiscal Implication
‘These recommendations would not have a significant impact to the State. The Commission would be
authorized to charge a renewal fee to collect additional revenue from racetracks to cover any additional
staff needed to process racetrack license renewals. The agency would compensate for the elimination
of uncashed tickets as a source of agency funding by adjusting other racing-associated fees, which the
Commission is authorized to do.

By clarifying that entities not licensed by the Commission are prohibited from allowing Texas residents
to place bets with their company, the State could experience an additional gain in pari-mutuel tax.
However, the amount of additional revenue cannot be estimated for this report.

Commission Decision
C!S@@D

Adopted Recommendations 1.1 through 1.5 and Modifications 2 and 3.
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Legislative Action

==

'The statutory recommendations were not adopted, as S.B. 1013 failed to pass.

1

racetrack handle and attendance for that year.

2 Texas Racing Act, sec. 6.02 (b) and sec. 6.04 (c).

3 Texas Racing Act, sec. 3.021.

4 Texas Administrative Code, Title 30, part 1, rule 116.31.
5

collection period.

®  Texas Racing Act, sec. 11.04

7 Ibid.

In 2004, Lone Star Park racetrack in Grand Prairie, Texas hosted the Breeder’s Cup races, which resulted in a unique increase in overall

During fiscal years 2004 and 2005, the Commission moved the time period allotted for uncashed ticket collection, resulting in a 19-month
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Issue 2

Weaknesses Exist in the Commission’s Approach to Licensing Racing
Industry Occupations.

Summary

Key Recommendations

Require the Commission to license only those individuals who can affect pari-mutuel racing.
Require the Commission to obtain criminal history reports every three years.
The Commission should develop a faster method of obtaining criminal history reports.

The Commission should develop processes for overseeing practical exams.

® 6 6 o o

The Commission should ensure that licensee oversight is consistent from racetrack to racetrack.

Key Findings

¢ Licensing individuals who do not have influence over pari-mutuel racing serves no clear public
interest.

¢ 'The Commission’s process for obtaining criminal histories is inadequate to ensure full public
protection.

¢ The agency’s process for practical exams does not ensure fairness and consistency.

¢ Commission investigators lack tools needed to ensure consistent licensee oversight.

Conclusion

The Texas Racing Commission (Commission) licenses all occupations at a racetrack in an effort to
protect racing participants and the wagering public. Sunset staft evaluated the Commission’s licensing
process and determined that while licensing all racetrack occupations gives the Commission direct
authority over all individuals at a racetrack, this does not efficiently use agency resources or provide
added public protection. Licensing occupations not directly involved in live racing or pari-mutuel
wagering is costly and the agency must use its limited investigatory resources overseeing occupations
that pose little threat to racing participants or the wagering public. Sunset staft also identified several
other concerns with Commission licensing practices, including lengthy waits for criminal history
background checks, oversight of practical exams for licensees, and a need to ensure consistency for
licensee enforcement.
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The Commission
offers 53 types
of occupational
licenses.

Support

The Texas Racing Commission licenses all individuals
involved in pari-mutuel racing.

¢ The Texas Racing Commission’s (Commission) goal is to provide a safe

and secure environment for race animals and racing participants, and to
protect the integrity of pari-mutuel wagering. The Commission licenses
all occupations at a racetrack to help ensure a safe racing and wagering
environment. The Commission offers 53 types of occupational licenses,
which provide varying levels of access to different parts of the racetrack.
For example,a vendor license does not give access to the wagering room or
the backside of the racetrack (stables, test barns, kennels), while a trainer
license provides full access to the backside of the racetrack but does not
provide access to the secure rooms on the frontside of the racetrack, such
as mutuel areas. In fiscal year 2007, the Commission reports issuance of
4,735 new occupational licenses and 6,784 occupational licenses renewed
at a cost of about $42 per licensee.

Toobtainalicense,eachapplicant must complete abasicapplication,submit
fingerprints for a criminal history background check, and pay a licensing
fee. The agency sends all fingerprint cards to the Texas Department of
Public Safety (DPS) and the Federal Bureau of Investigation (FBI) for
processing. The Commission grants applicants a license immediately,
but may deny or revoke the license if the background check reveals a
conviction that may affect the safety of the public or the integrity of pari-
mutuel wagering. The licensing fee for each licensee type is proportioned
to the income earned by the occupation. Licensing fees range from $20
for a vendor employee license to $75 for a trainer’s license.

Occupations With Exam Requirements — FY 2007 'The Commission also requires some

License Type

Number of | Written | Practical
Licensees | Exam Exam

applicants to take a proficiency exam as
a condition of licensure. A Commission

Apprentice Jockey

5 % employee administers written exams, while

Assistant Horse Trainer

- designated racetrack-employed officials
33

Exercise Rider

and experienced licensees administer
90

Greyhound Trainer

practical exams. 'The table, Occupations

17 v With Exam Requirements, details the

Horse Trainer

126 v license categories where applicants must

Jockey

N ENENENEN

39 pass a written or practical exam as a

Jockey Agent

p % condition of licensure and the associated

Pony Person

number of new licensees in fiscal year

48 v

2007.

¢ 'The Commission employs six commissioned peace officers, called

investigators, to enforce licensee compliance with the Texas Racing Act
(Act) and Commission’s Rules of Racing. Investigators are on-site during
live racing events and when racetracks conduct simulcast wagering.
Investigators review criminal history reports on all licensees, investigate
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complaints against licensees, and perform unscheduled racetrack
inspections with the help of DPS officers. In fiscal year 2007, agency

investigators opened 293 new enforcement cases against licensees.

¢ Supervision and enforcement of live racing is accomplished by a board of
three Commission-employed racing officials, called stewards and judges.

Besides officiating live races, these Commission officials issue notices of

violation to occupational licensees and conduct hearings to determine ==

if licensees violated the Act. Licensees can either waive their right to The agency

a hearing and accept a proposed punishment, or contest the notice of licenses parking
violation at a hearing held by the racing officials. Commission-employed lot attendants,

racing officials can use various enforcement tools, such as imposing fines delivery people,

up to $5,000 and license suspension. In 2007, the Commission reports .17 oyen popcorn

that racing officials issued 579 rulings against licensees, resulting in 379
vendors.

fines and 216 suspensions.

Licensing individuals who do not have influence over pari-
mutuel wagering serves no clear public interest.

¢ 'The Texas Racing Act requires the Commission to license all people
involved in racing without consideration of the individual’s level of
involvement in pari-mutuel racing. As a result, the Commission licenses
occupations heavily involved in racing events such as trainers, jockeys,
and grooms, while also licensing occupations that have nothing to do
with pari-mutuel racing, such as concession-stand workers.

'The Sunset Act provides that an agency’s regulation should be limited to

the minimum level necessary to protect the public. The Commission’s

licensing practices result in licensing many individuals who have little or

no chance to affect pari-mutuel wagering and some that do not interact

with the public in any way that differs from a concession worker at a

local ballpark. For example, the agency licenses parking lot attendants,

delivery people, and popcorn vendors. These licensees have nothing to do @@@

with pari-mutuel racing and have limited need to enter live racing and

wagering areas. When these licensees need access to restricted areas, they In 200?’ the
enter for a limited time and for a very limited purpose. agency licensed

more than 2,400
¢ Licensing individuals who do not affect pari-mutuel racing results in the people who
Commission overseeing a much larger number of individuals. In 2007, have little to

the Commission licensed more than 2,400 licensees whose occupations

do not affect pari-mutuel racing. While some frontside licensees may do with part-

need limited or occasional access to restricted areas, such as janitors, mutuel racing.

these occupations do not require interaction with race animals or pari-

mutuel wagering. The table on the following page, Frontside Licensees, lists
the licensee categories that had limited or no access to the backside or
restricted areas in fiscal year 2007.
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Frontside Licensees — FY 2007

Commission’s Total
Number of | License Licensing Total Commission | Revenue
Licensee Type Licensees Fee Cost Revenue Cost Shortfall
Racetrack 2,010 $25 $42 $50,250 $84,420 | $34,170
Association Staff*
Vendor Employee 407 $25 $42 $10,175 $17,094 $6,919
Total 2,417 N/A N/A $60,425 $101,514 $41,089

This license type includes food service, housekeeping, ushers, parking, and admission staff.

¢ Licensing all individuals involved in racing adds additional costs to the
agency. The Commission employs staff to process applications, collect
fingerprints, review criminal history reports, and oversee licensees. The
fees collected for these licensee types do not even cover the $34.25 fee
the agency pays for performing a criminal history check, let alone the
Commission’s processing costs.!  'The difference in cost is subsidized
by licensing fees charged to other licensees. Based on fiscal year 2007
licensee totals, the Commission lost more than $41,000 by licensing these
occupations.

Commission investigators must spend time overseeing these licensees,
even though they represent a minority of violators. Frontside licensees
@ accounted for only 9 percent of violators in fiscal year 2007. Overseeing
) licensees that pose little risk to the public is an ineflicient use of the
The agency gives
licenSeeS racetrack
access for two

to three weeks

investigators’ limited resources.

¢ Other state regulatory agencies do not license all individuals involved
within the industry they oversee. For example, the Texas Alcoholic
Beverage Commission does not license every individual who works in a

while waiting

bar, nor does the Texas Commission on Environmental Quality license

Jor criminal everyone who works in a chemical plant. These agencies require the
background businesses they regulate to be responsible for the actions of their employees.
checks. As such, the Commission should leave oversight of employees who do

not affect pari-mutuel racing to the racetracks that employ them.

The Commission’s process for obtaining criminal histories is
inadequate to ensure full public protection.

*

Even though the Commission performs a criminal history check on all
applicants, the Commission allows applicants to work as full licensees
while waiting for the results, which typically are not returned for two to
three weeks. The time lag between issuing a license and receiving criminal
history background check information can allow criminals access to race
animals or pari-mutuel wagering activities. Meanwhile, these licensees
could have a criminal history that reveals theft, previous race fixing, or
other serious felonies.

In fiscal year 2007, the Commission determined that 57 applicants’
histories were serious enough to be deemed ineligible to work at racetracks
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in Texas. Of these applicants, 32 licensees surrendered their license
and 25 were either suspended or denied. The Commission also allows
applicants with positive criminal histories the option of withdrawing
their applications, however the number of withdrawn applications is
not available. All licensees whose license was eventually surrendered,
suspended, denied, or withdrawn had access to the racetrack during the
time lag of two to three weeks and could have influenced live racing or
the wagering process.

¢ Although the Commission performs background checks on all license
applicants, criminal background checks are not performed during all
license renewals. Currently, Commission staft re-fingerprint each licensee
and obtain a new background check at the five-year renewal mark.
Investigators rely on updates from DPS, which alert the Commission
if a licensee is arrested in Texas, instead of performing more frequent
background checks. However, DPS updates do not show arrests or
convictions outside Texas. Individuals who participate in racing tend to
travel from racetrack to racetrack throughout the United States. As a
result, so long as a licensee is not arrested in Texas, the Commission may
not be aware of a licensee’s complete criminal history.

¢ 'Theconsensusamong the racing industry s thata three-year renewal period
is necessary. 'The Association of Racing Commissioners International
(RCI), of which Texas is a member, created a set of model racing rules
that states can follow. These rules were formulated and approved by RCI,
which consists of 37 member states. These model rules suggest that a
license should not be renewed unless the Commission conducted a full
criminal history check in the last three years.?

The agency’s process for practical exams does not ensure
fairness and consistency.

¢ The Commission requires certain applicants to pass a practical exam
administered without adequate Commission oversight. For example,
horse trainers must pass both a written and practical exam for initial
licensure. Commission racing officials administer the written exam, and
the Texas Horsemen’s Partnership (THP) administers the practical exam.

B s ——
Racetrack
licensees work
for five years
without a new
background check.

S —

Current licensees,

'The Texas Horsemen’s Partnership assigns on-site, experienced trainers n o’t agency “?tﬂﬁ"
to give trainer applicants the practical portion of the exam. However, the give practical
exam is subjective, and the THP-designated trainer administering the exams Lo new
exam determines whether the answers that a potential licensee provides applicants.
are correct.
¢ While no improprieties were observed or alleged, the exam process lacks
common oversight elements. For example, the agency does not provide
a guide of acceptable answers nor does the Commission receive a record
of the answers given for review. The Commission also does not track
practical exam failure rates. Since Commission racing officials administer
the written exam only after an applicant passes the practical exam, staff
Sunset Final Report Texas Racing Commission / Equine Research Committee
July 2009 Issue 2

23



24

do not know who has taken and failed a practical exam. As a result,
Commission staft have no way of knowing whether practical exams are

— s given fairly or consistently.
Commission staff

¢ Other state agencies have processes in place to ensure practical exams
have no way of

are given in a fair and unbiased manner. The Texas Department of

knowing whether Licensing and Regulation and the Texas Department of State Health
pr actical exams Services have both developed methods for standardizing practical exams
are given fairly and grading on objective criteria. Practical exams should have written
or consistently. guidelines laying out acceptable methods of examination, clear criteria

for performance, and clear definitions of the tasks to be performed. The
Commission’s practical exams lack the processes to ensure that the exams
are administered fairly and without possible bias.

Commission investigators lack tools needed to ensure
consistent licensee oversight.

¢ Other state agencies with enforcement functions, including the
Texas Department of Public Safety and the Texas Alcoholic Beverage
Commission, employ enforcement manuals. The Commission lacks an
enforcement manual or current, comprehensive guidelines containing the
basic procedures and duties of investigators. The agency relies on the
investigators’ experience, instead of recording the procedures developed
over the years. However, the Commission cannot ensure consistent
enforcement by only relying on each investigator’s experience. While the
Commission provides new enforcement staft with initial training, these
employees do not have standard procedures to rely on once they are on
their own in the field. The Commission should record its institutional
knowledge and document current practices.

Recommendations
Change in Statute

2.1 Require the Commission to license only those individuals who can affect pari-
mutuel racing.

'This recommendation would require the Commission to license only those directly involved with pari-
mutuel racing. The recommendation would reduce the number of licensees the Commission oversees
by more than 2,400. The Commission would continue to license occupations that need significant
access to the backside of a racetrack or restricted areas of the frontside as part of their job duties. The
Commission would retain authority over non-licensed frontside employees through their employers.
Racetracks would be responsible for ensuring employees’ compliance with the Racing Act and Rules
of Racing.

By shifting the responsibility for overseeing these licensees to racetrack associations, Commission
investigators would be able to focus their attention on the other licensees who account for more than
90 percent of all violations. The Commission would also save costs of running criminal history checks
for these occupations, as the fee for these licenses does not cover the Commission’s costs for performing
basic criminal history checks.
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Agency Response to 2.1

'The agency agrees with this recommendation.

Agency Modification

1. 'The agency should retain the authority to require racetrack associations to conduct background
checks and the authority to audit these background checks to ensure that individuals employed
at the racetrack have clean criminal histories.

(Charla Ann King, Executive Director — Texas Racing Commission)

Staff Comment: 'The staff recommendation allows the Commission to retain authority over non-
licensed racetrack employees through their employer’s license and allows the Commission the
ability to accomplish the suggested modification through the rulemaking process if they determine
that such an approach is necessary.

For 2.1
Andrea Young, Chief Operating Officer — Sam Houston Race Park, Houston

Against 2.1

None received.

2.2 Require the Commission to obtain criminal history reports every three
years.

'This recommendation would require the Commission to perform criminal history checks every three
years instead of the current five-year time period. Doing so would provide better public protection
and bring Texas in line with national racing industry standards. Additionally, the Commission should
continue to stagger the renewal period for current licensees to avoid a rush in processing criminal
history checks.

Agency Response to 2.2

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 2.2

None received.

Against 2.2

None received.

Management Action

2.3 The Commission should develop a faster method of obtaining criminal history
reports.

'This recommendation would direct the Commission to pursue fingerprinting services that can return
a criminal history in less than the current two to three week time frame. Receiving criminal history
reports more quickly would allow the Commission to deny the licenses of potentially dangerous
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applicants in a much shorter time, possibly before the applicant even begins working. DPS indicates
that electronic fingerprinting results in the return of a DPS and FBI criminal history within three days.
'The Commission would phase out use of fingerprint cards for obtaining criminal history reports. For
those applicants who need to begin work immediately, the Commission could issue a temporary license
that would be replaced by a permanent license if the criminal history reported ineligibility.

Electronic fingerprinting services are now widely available. One such service, which currently contracts
with the State, operates 77 locations throughout Texas, including providing mobile processing centers.
This state-contracted service can also digitize and process fingerprint cards sent in by out-of-state
applicants, which would help accommodate the Commission’s significant number of out-of-state
licensees. Each racetrack in Texas is located either in the same city or near a city with a state-contracted
electronic fingerprinting center. Costs to the State for using electronic fingerprinting services would
remain the same. However, applicants using this system would pay an additional $10 service fee to the
private vendor.

Agency Response to 2.3

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 2.3

None received.

Against 2.3

None received.

24 The Commission should develop processes for overseeing practical
examinations.

Under this recommendation, the Commission would develop a system for administering practical
exams that provides more oversight of the examination process. The Commission should create written
guidelines that detail acceptable methods of administering practical exams and provide clear definitions
of the tasks each applicant is expected to perform. The Commission should also administer written
exams before practical exams and adopt a standardized practical exam with answer keys for individuals
administering the exam. These changes would give the Commission greater oversight of an applicant’s
knowledge base and would help ensure that practical examinations are fair and consistent.

Agency Response to 2.4

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 2.4

None received.

Against 2.4

None received.
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2.5 The Commission should ensure that licensee oversight is consistent from
racetrack to racetrack.

The Commission should create a manual that details investigation and inspection practices and
procedures to better ensure consistent oversight by investigators at each racetrack, and provide set
guidelines for new investigators. The Commission could gather the current practices of each investigator
and use these as guidelines for developing the manual. The manual should create uniform procedures
for performing investigations of both racetrack facilities and occupational licensee violations, and be

regularly updated.

Agency Response to 2.5

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 2.5

None received.

Against 2.5

None received.

Fiscal Implication

None of these recommendations would have a significant fiscal impact to the State. Although the
Commission would license fewer individuals, the Commission would actually save money overall, as
the cost of licensing occupations eliminated in this Issue exceeds the amount of fees collected. Based
on current licensing numbers, the Commission would save more than $41,000 in initial and renewal
costs by not licensing these occupations. The Commission could readjust fees for other licensees or
use this savings for other regulatory purposes. By requiring licensees to obtain criminal history checks
using an electronic fingerprinting system, the Commission will not incur any new costs and would save
about $1,350 per year in supplies used for processing fingerprint cards.

Commission Decision

CB@@'—‘/
Adopted Recommendations 2.1 through 2.5.

Legislative Action
C@@g’)

'The statutory recommendations were not adopted, as S.B. 1013 failed to pass.
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Texas Racing Commission, Interagency Cooperation Contract Between Texas Racing Commission and Texas Department of Public Safety, p. 1.

Association of Racing Commissioners International Model Rules Ch. 8.010(b). Online. Available: www.ua-rtip.org/industry/modelrules_
pdfs/chapter 8.pdf. Accessed: February 20,2008.
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Issue 3

Texas Has A Continuing Need for the Texas Racing Commission.

Summary

Key Recommendation

¢ Continue the Texas Racing Commission for six years.

Key Findings

¢ 'The Texas Racing Commission regulates all aspects of the pari-mutuel racing industry.
¢ 'The Commission oversees a declining racing industry.

& Despite declining wagers and a shrinking industry, Texas has a clear and continuing interest in
regulating pari-mutuel racing.

¢ All states that authorize pari-mutuel racing regulate the industry.

Conclusion

'The Texas Racing Commission (Commission) manages the pari-mutuel racing industry, ensures the
safety of racing participants, and certifies the integrity of the wagering process. The Legislature created
the Commission to oversee this industry because it involves gambling, and the very nature of and
risks involved with the gambling industry require strict State oversight. However, Texas’ horse and
greyhound racing never achieved anticipated business levels. In fact, since the first track opened in
1989, the industry experienced short-lived success, followed by a steady decline in wagers placed, and
as a result, industry profits.

While Texas clearly has a continuing interest in regulating the pari-mutuel racing industry, the ongoing
decline within the racing industry presents significant challenges to the Commission and its ability to
regulate the industry. Sunset staff address some of these challenges in earlier issues of the staft report.
However, if the industry continues to decline, the Legislature needs an opportunity before the typical
12-year period to reassess the Commission’s ability to regulate the racing industry. If the Legislature
chooses to expand wagering opportunities under the Commission’s authority, an assessment of the
agency’s ability to oversee these new functions would also be needed at that time.
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Support

The Texas Racing Commission regulates all aspects of the
pari-mutuel racing industry.

2

e
During the past
five years, total
wagering on pari- &
mutuel races fell
by $65 million.

In 1986, the State passed the Texas Racing Act (Act), allowing pari-mutuel
wagering on horse and greyhound races and creating the Commission
to oversee the racing industry. Shortly after the Legislature’s approval,
Texas voters approved pari-mutuel racing in a statewide referendum. The
Texas Racing Commission (Commission) held its first meeting in 1988
to devise the Rules of Racing, and Texas’ first racetrack opened in the fall
of 1989.

The Commission’s mission is to protect the health, safety, and welfare of
race animals and race participants, as well as to safeguard the interests of
the betting public. The Commission is also charged with managing the
growth of the racing industry. To accomplish this mission, the Commission
licenses racetrack facilities and all individuals involved in pari-mutuel
racing, monitors wagering systems, enforces the Texas Racing Act and
the Rules of Racing, and ensures the health and safety of race animals.
The Commission also oversees dedicated funds that support the horse
and greyhound breeding industries.

To regulate the industry, the Commission’s authority spans from licensing
concession stand vendors, to overseeing the results of live racing events,and
monitoring and certifying wagering transactions. A nine-member, part-
time Board oversees the agency and its 78 employees. The Commission
operates on an annual budget of about $4.5 million, all of which is covered
by licensing fees, other surcharges paid by the industry, and wagers placed
on racing events. The agency also receives an additional $5.2 million in
pass-through funds generated by wagers placed on racing events that go
directly to support the horse and greyhound breeding industries.

The Commission oversees a declining racing industry.

2

Racetrack Patronage

Texas’ racing industry continues to experience a steady decline in both
spectators and total amount of wagers placed, called handle. For example,
according to the Commission, in 2003, about 2.8 million people visited
Texas’ eight racetracks, betting a total of nearly $558 million on live and
simulcast races. However, in 2007, only about 2.3 million people visited
a Texas racetrack and total handle fell by about $65
million. The table, Racetrack Patronage, details total

Year

Attendance

Handle attendance and handle at Texas racetracks during the

2003

2,862,501

$557,527,617 past five years. As a direct result of revenue loss, one

2004

2,783,720

$564,297,349' of Texas’ three greyhound racetracks, Corpus Christi

2005

2,432,071

$515,074,486 Greyhound Race Track, closed in December 2007.

2006

2,361,397

$504.233 570 Corpus Christi Greyhound’s investors hope to re-

2007

2,276,747

open the racetrack in 2009. However, this racetrack is

$492,199,990

not the only track losing money.
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¢ In reviewing each racetrack’s annual financial reports, the Commission
estimates that the majority, if not all, of Texas’ racetracks are losing
money. Most of the loss in revenue comes from conducting races, which
are expensive because of the number of people a racetrack must employ
to hold the event. Also, live races do not generate as much handle as
simulcast races. The graph, Tozal Handle — Horse and Greyhound Racetracks,
shows the combined wagering for live and simulcast races for horse and
greyhound racetracks during the past five years.

Total Handle — Horse and Greyhound Racetracks

$600,000,000
$525,000,000 -
$450,000,000 -
$375,000,000 -
$300,000,000 -
$225,000,000 -
$150,000,000 -
$75,000,000 -

$0

Total - $557,527,617
Total - $564,297,349
Total - $515,074,486
Total - $504,233,570
Total - $492,199,990

2003 2004 2005 2006 2007

OLive OSimulcast

Because of this inequity in return, Texas racetracks have begun
offering fewer live race dates, while offering more simulcast

All Wagering Opportunities

signals. 'The table, A/ Wagering Opportunities, lists the total Live Race | Simulcast

number of live race dates offered and the total number of | _Year Dates Signals

simulcast signals taken at Texas racetracks during the past five | 2003 1,395 64,036

years. However, the Texas Racing Act requires all racetracks | 2004 1,352 66,542

to run live races in order to offer simulcast wagering. 2005 1,228 64,022
¢ While decreased revenue certainly affects each racetrack’s 2006 1,298 67,118

overall success, dwindling handle also affects the state pari- 2007 1,255 67,727

mutuel tax. A portion of all wagers placed on Texas races goes

to the State’s General Revenue Fund, however the amount of state pari-

mutuel tax is decreasing. For example, the State has not collected pari-

mutuel tax from wagers placed on live

racing events since 1999 because none Pari-Mutuel State Tax

of Texas’ racetracks met the State’s $5.000,000

minimum revenue threshold of $100

million during that time. Also, the $4,750,000

state tax paid on simulcast wagers

continues to decrease along with the $4,500,000

decrease in simulcast handle. ‘The $4.250.000

graph, Pari-Mutuel State Tax, shows

the amount of state tax collected on $4,000,000

simulcast wagers for each of the past 2003 2004 2005 2006 2007

five years.
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e
The Commission
currently oversees
seven operational
racetracks.

The racing industry continues to provide a source of revenue
for Texas.

¢ Although not as significant a source of revenue as other forms of
gambling, like the lottery, the pari-mutuel tax continues to be a source
of State revenue. ‘To date, the Local Government Admissions
State has collected more than Fee Revenue 2003 — 2007
$108 million in pari-mutuel

tax. 'The racing industry also Nueces County $38,753
contributes revenue to local City of Corpus Christi $38,753
government entities through a City of La Marque $216,759
maximum 15-cents-per-ticket Galveston County $216,759
admission fee. Currently, 10 Dallas County $478,141
local entities collect this fee, Tarrant County $478,141
ge‘nf.:rating more .t}‘lan 3'2'4 City of Grand Prairie $478,141
million for local entities during City of Selma $78.851
the past five years. 'The table, Bexar County $78.851
Local Government Admissions ’

Fee Revenue, lists each local Harris County $342,862
government entity and the Total Revenue $2,446,011

amount that entity collected
during the past five years.?

¢ 'The racing industry also provides jobs to many Texans, and impacts the
state and local economies beyond employment. While direct impact
information is difficult to gather, a 2005 study commissioned by the
horse racing industry estimated that the horse racing industry has a direct
economic impact of $506 million to the State’s economy and generates
about 18,000 total jobs — both in racetrack employees and horse owners,
trainers, and other racing participants. Because of the difference in
scale and fewer number of people it takes to care for race animals and
present a greyhound race, the Texas greyhound racing industry provides a
significantly smaller impact. However, the American Greyhound Council
recognizes Texas as one of the top four greyhound breeding states.

Despite declining wagers and a shrinking industry, Texas
has a clear and continuing interest in regulating pari-mutuel
racing.

¢ 'The pari-mutuel racing industry involves gambling and because of the
very nature of gambling, the industry needs strict state oversight. To
ensure compliance with the Texas Racing Act and the Rules of Racing,
the Commission licenses racetrack facilities, which includes racetrack
owners, and facility managers. The Commission currently oversees
seven operational racetracks — five horse racetracks and two greyhound
racetracks — and six non-operational racetrack licensees. Before issuing a
racetrack license, the Commission reviews all applications for feasibility,
examining areas such as financial soundness, facility design, and racetrack
security plans.
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To ensure that racetrack facilities remain safe for the general public and

racing participants, the Commission maintains an on-going enforcement

presence, supervising all live racing events, and periodically inspecting =~ ———cs@pe—
the facility for maintenance issues and compliance with Commission
standards. In 2007, Commission staft conducted 62 facility inspections,
resulting in 63 violations needing corrective action. Commission staff .
worked with racetrack management to resolve 52 of those violations, and issued 579

staff continue to address the remaining 11 issues during the 2008 racing disciplinary
season. actions in 2007,

Commission
racing officials

¢ To help ensure the safety of race participants, including race animals, and
to safeguard against potential corruption, the Commission also regulates
all people involved in pari-mutuel horse and greyhound racing. In fiscal
year 2007, the Commission issued more than 15,000 occupational licenses
— about 4,700 of which were new licenses. Before issuing a permanent
license, each applicant receives a criminal history background check. The
Commission may deny or revoke the license of an individual who has
been convicted of a crime that affects racing, as outlined in Commission
rule.

The Commission maintains oversight of occupational licensees
through field investigators who focus on finding licensee violations.
In 2007, Commission staff opened nearly 300 cases for rule violations.
Commission-employed racing officials also oversee those licensees
involved in live racing events. Racing officials act as referees during live
racing events and also process all enforcement actions against licensees.
In 2007, Commission racing officials issued a total of 579 disciplinary
actions against occupational licenses, some of which were the result of
investigator-initiated cases and some of which were initiated by the
officials themselves. All disciplinary actions included administrative fines
or license suspensions.

¢ 'The Commission protects the integrity of pari-mutuel wagers placed
at Texas racetracks and on Texas races, by overseeing each racetrack’s
wagering system. In 2007, Commission staff reviewed wagering data
on more than 770,000 live and simulcast races. Staft also completed
more than 2,200 full compliance audits of various simulcast accounting _Gg@@_
divisions.

Significantly less

Commission staft also drug test each winning race animal and randomly than 1 percent
test other entries to further ensure the integrity of each race. In 2007, of race animal
the Commission performed about 15,000 greyhound and 12,000 equine drug tests showed
drug tests to detect potentially race-altering substances. Significantly less
than 1 percent of the animals tested resulted in a positive drug test and
disciplinary action.

violations.

¢ Commission veterinarians also help safeguard the health of race animals by
performing pre-race fitness examinations. Veterinarians examined 77,014
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greyhounds and 26,652 horses before live racing events. Commission
veterinarians also provide emergency care to injured race animals.

¢ If the decline of the racing industry continues and revenue losses

—— =@ increase, the State’s role in protecting those involved in live racing and
If racetrack those betting at Texas racetracks is needed more than ever. In times
revenues continue of economic distress, resources for general racetrack maintenance and

wagering systems upkeep may suffer, potentially threatening the safety
e of racing participants and betting integrity. Although the Commission
of facilities and g h . date shifts in the declinine ind
, adjusts the agency’s size to accommodate shifts in the declining industry,
wagering systems because of these risks, a basic level of State regulation is needed to oversee
may suffer. the racing industry.

to decline, upkeep

In the current gaming environment, the Commission is the
most appropriate agency to regulate the pari-mutuel racing
industry.

¢ While other organizational options are available, the Commission
effectively oversees the pari-mutuel horse and greyhound racing industry
as an independent agency. One alternative could be to merge the Texas
Racing Commission with the Texas Lottery Commission to create a
state gaming commission to oversee all types of gambling. However, the
missions and activities of these agencies difter considerably and functions
do not overlap. Running the State’s lottery is not a traditional regulatory
activity, lacking similarity to the type of regulatory duties performed
by the Commission. If the Legislature authorizes additional forms of
gambling in the future, an assessment of a new regulatory structure for
overseeing that new form of gaming, along with the racing industry and
the lottery, could be reassessed at that time.

¢ Although the Department of Public Safety (DPS) assists the Commission
with enforcement efforts relating to criminal history background checks
and racetrack inspections, DPS is not equipped to handle oversight of
racing-specific functions, like monitoring wagering systems and refereeing
racing conduct. Requiring DPS to oversee the racing industry would also
take away from the Department’s primary law enforcement mission.

All states that authorize pari-mutuel racing regulate the
industry.

¢ ‘Thirty-nine other states allow pari-mutuel racing, and most regulate
the racing industry in a similar way to Texas’ system of an independent
commission or board. The table shown on the following page, Pari-
Mutuel Racing Across the Nation, shows which states authorize pari-
mutuel horse and greyhound racing and what type of regulatory system
oversees the racing industry. Some of the states listed in the independent
commission or board category also allow other forms of gambling, such
as video lottery terminals or casino-style gambling. However, the states
that have a gaming commission are noted in the table.
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Pari-Mutuel Racing Across the Nation

Type of Regulation Horse Racing Greyhound Racing
Independent Racing AL, AZ, AK, CA, CO,| AL,AZ,AK,CO,MA,
Commission or Board | ID,IL,IN,KY,LA,ME, | NH,TX WV
MD, MA, MI, MN, MT,
NW, NV, NH, NJ, NM,
NY, ND, OH, OK, PA,
SD, TX, VA, WA, WV,

WY
Gaming Commission IA KA IA KA, WI
Other CT,DE, FL, RI CT,FL,RI

Recommendation
Change in Statute

3.1 Continue the Texas Racing Commission for six years.

This recommendation would continue the Commission as an independent agency for six years,
instead of the standard 12 years. This would allow the Legislature the opportunity to re-evaluate the
Commission’s role in regulating a declining industry at that time. While the State should continue
regulating the pari-mutuel racing industry, the future of the industry is unknown at this time and the
Commission may need additional tools to again readjust to a further decline or a revived industry.

Agency Response to 3.1

The agency agrees with this recommendation. (Charla Ann King, Executive Director — Texas
Racing Commission)

For 3.1

None received.

Against 3.1

None received.

Fiscal Implication

If the Legislature continues the current functions of the Texas Racing Commission, the need for the
agency’s annual appropriation of approximately $10.1 million from the Commission’s General Revenue
Dedicated Account would continue. The Commission would continue to pass through about half
of these funds to the horse and greyhound breeding industries, as required by statute. The agency’s
appropriation is entirely paid for by racing-related fees, fines, and pari-mutuel wagers.
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Commission Decision
C@@g’)

Adopted Recommendation 3.1.

Legislative Action
CB@@'_‘/

Senate Bill 2, 1st Called Session, 81st Legislature, continues the Texas Racing Commission until
2011 and requires the Sunset Commission to focus its next review of the Texas Racing Commission
on the appropriateness of its previous recommendations to the 81st Legislature.

American Horse Council Foundation, The Economic Impact of the Texas Horse Industry (2005), p.2.

American Greyhound Council, Greyhound Racing Fact Sheet, www.agcouncil.com. Accessed: February 5, 2008.
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Issue 4

The State No Longer Needs the Equine Research Account Advisory
Committee.

Summary

Key Recommendation

¢ Abolish the Equine Research Account Advisory Committee and continue Texas AgriLife Research’s
authority to expend appropriated Equine Research Account funds.

Key Findings

¢ ’The Equine Research Account Advisory Committee recommends equine research projects for

funding.
¢ Benefits of all equine research funded through the Committee are not clear.
& Texas does not need a separate committee to review and recommend equine research grants.

¢ Few entities fund equine research to benefit the horse racing industry.

Conclusion

In 1991, the Legislature amended the Texas Racing Act to set aside a portion of pari-mutuel wagers
placed on Texas horse races to fund equine research relating to the horse racing and breeding industries.
The Equine Research Account Advisory Committee (Committee) helps oversee this grant process
by setting research priorities, reviewing research proposals, and recommending grant funding levels.
While the State and the racing industry could benefit from this Committee-funded research, the
impact of funded research is often unknown outside academia. In addition, the Committee’s current
funding situation and limited oversight process restrict research possibilities and overall impact.

Sunset staft evaluated the Committee structure and research proposal review and grant process, and
concluded that Texas AgriLife Research, which is ultimately responsible for administering Committee-
recommended grants, can provide the same benefits. Dissolving the Committee structure would allow
Texas AgriLife Research to directly administer grant funds and pool racing-industry funding with
other funding sources — providing a greater research impact, while increasing oversight of research
results. Staff also concluded a state created entity is not required to allow industry groups to meet and
discuss equine-related issues.
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The Legislature
gave the Director
of AgrilLife
Research ultimate
authority to
award equine
research grants.

—CS@@D
The Committee’s
recommendations
have resulted
in 36 funded
research projects,
totaling $1.2
million in grants.

Support

The Equine Research Account Advisory Committee
recommends equine research projects for funding.

¢ In 1991, the Legislature amended the Texas Racing Act to create the
Equine Research Account (Account), which uses a dedicated amount
of wagering proceeds to fund equine research benefiting the horse
racing and breeding industries. The Legislature charged the Director
of Texas AgriLife Research, formerly known as the Texas Agricultural
Experiment Station, to administer Account funds and also created the
Equine Research Account Advisory Committee (Committee) to advise
the Director during the research proposal and grant award process. Texas
AgriLife Research is an independent agency within the Texas A&M
University System and is located at Texas A&M University in College

Station.

The Committee’s primary role in overseeing Account funds is to select
research priority topics and then review and recommend research funding.
Statute requires Texas AgriLife Research to hold an annual conference
showcasing racing-related equine research, using account funds to defray
conference costs.

¢ 'The Committee recommends funding research topics based on the
amount of money collected in the Account and the amount the Legislature
appropriates for the Committee’s use. However, for the past two Sessions
the Legislature has not appropriated Account funds. Instead, Texas
AgriLiife Research gifted the Committee funds in the account equal to
the revenue collected in the Account. In 2006, using money from Texas
Agrilife Research, the Committee recommended funding four equine
research proposals, which resulted in the Director awarding a total of
$90,470. Since its inception, the Committee has funded 36 grants totaling
more than $1.2 million, with individual grants averaging about $20,000.
Appendix B provides a detailed list of each of the projects funded since
1994, the first year the Committee awarded research funding.

¢ 'The Committee consists of 11 members, including representatives
from various agricultural colleges in Texas and members of the horse
breeding and racing industries. All members are appointed by Texas
Agriliife Research’s Director and serve two-year staggered terms. The
textbox, shown on the following page, Statutory Committee Membership
Reguirement, details the Committee’s membership requirements and the
current members fulfilling each requirement. The Committee does not
have a staff of its own, but relies on staff from the Director’s Office of
Texas AgriLife Research to provide administrative support.

¢ 'The research funding process begins with the Committee selecting
priorities and distributing an open call for requests for proposals to all
Texas colleges and universities that have a focus on equine research. Grant
recipients must be affiliated with Texas colleges and university, although
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research teams may include partners from different Texas universities
or even members who are located out of state. Applicants submit a
completed proposal to the Director of Texas Agriliife Research. Agency
staft review each proposal for completeness and then submit proposals
for peer review, which provides additional subject-matter expertise. After
the peer review is complete, the Committee holds a meeting to examine
the proposals and peer review recommendations, and then recommends
the award of funds.

Statutory Committee Membership Requirement
Two Committee Members — Members of the Institute for Equine Science and Technology and faculty
members of the College of the Texas A&M University College of Agriculture and Life Sciences.
¢ Dr. Larry Boleman, Texas A&M University, College Station
¢ Dr. David Forrest, Texas A&M University, College Station
Two Committee Members — Members of the Institute for Equine Science and Technology and faculty
members of the Texas A&M University College of Veterinary Medicine.
¢ Dr. Kent Carter, Texas A&M University, College Station
¢ Dr. Dickson Varner, Texas A&M University, College Station
Two Committee Members — Members must be affiliated with research organizations that have equine
research capabilities.
¢ Dr. Don Henneke, Tarleton State University
¢ Dr. Heidi Brady, Texas Tech University

Five Committee Members — Members must be Texas residents and have a demonstrated interest in the horse
racing and breeding industries, with one selected from a list of names submitted by each of the following
associations:

¢ Texas Thoroughbred Association — Dr. Charles Graham, Elgin
¢ Texas Quarter Horse Association — Dr. Barry Thompson, West
o Texas Paint Horse Association — Lex Smurthwaite, Fort Worth

¢ Texas Appaloosa Horse Club — none

¢ Texas Arabian Breeders Association — Claudia Spears, Willis

Benefits of all equine research funded through the Committee
are not clear.

¢ 'The Committee’s limited resources and minimal administrative support
result in insufficient performance review and analysis of research impact.
While Committee members regularly interact with grant recipients and
typically share informal knowledge about research results, the Committee
does not always have direct knowledge or any concrete way to measure
the success of all grants awarded. Committee members often rely on
journal articles or racing industry publications to learn the outcome of
seed projects funded through Committee recommendations. While
some research outcomes funded by the Committee are touted within
the racing industry, many of the research projects funded have unknown
results outside Texas’ universities.
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¢ Texas’ horse industry ranks as one of the top in the nation and has a
significant impact on the State’s economy. According to a 2005 report
commissioned by the American Horse Council Foundation, nearly one
million horses in Texas and nearly 500,000 Texans are involved in the horse

c@@@ industry. 'The horse industry estimates a $3 billion impact on the Texas

economy, of which the racing industry contributes about $506 million.

The impact of Within the racing industry, race performance and animal safety are of the

funded research utmost importance to the industry’s overall success. Given these factors,

is generally research that provides insight into keeping horses healthy and productive
unknown. could be important to the State.

¢ Limited Equine Research Account funding leads to small-scale research
projects. The Committee lacks the financial resources to provide significant
funding for equine research. The Texas racing industry is declining, and
because the Committee is funded at a level based on the total amount
of wagers placed, the Equine Research Account’s funding levels are also
declining. Also, the Legislature has not appropriated Account funds
for the past two biennia and Texas Agriliife Research funded grants at
a lower level than the amount collected in the Account. As a result,
according to the Committee, most grants fund short term projects or only
provide enough resources for seed projects, which often require additional
funding to complete the results. The Committee was not able to provide
data or evaluations showing the impact of Committee-funded projects.
In fact, in one year, the Committee funded the purchase of lab equipment
instead of providing money for small projects.

Despite the potential for equine research, the Committee does not

have a stable funding source. For the past two legislative sessions, the

Legislature has not appropriated Equine Research Account funds.

—C‘S@@D— While the Committee continues to recommend grants and distribute
Texas AgrilLife funds, grant funds no longer come from the Account. Currently, Texas
Research provided Agriliife Research gifts the Committee 100 percent of the grant money
funding for awarded and covers the minimal cost of administrative support. In total,
Texas Agriliife Research has spent about $165,000 plus administrative

the past two i s A
costs, during the past three years to support the Committee’s work.

grant cycles.

¢ Although the Legislature intended Account funds to target racing-related
equine issues, grants recently recommended by the Committee do not
relate directly to the racing industry. For example, grant topics awarded
in 2006 include stem cell research, research relating to overall equine
health and fertility, and causes of West Nile Virus transmission in the
Texas equine industry. According to Committee members, these research
projects support the horse industry as a whole, and are thus applicable to
a race horse and benefit the racing industry. Of the 36 projects funded
to date, 30 were granted to individuals or research teams afhliated with

Texas A&M University.
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Texas does not need a separate committee to review and
recommend equine research grants.

¢ While the Committee structure allows members of the racing industry to
interact with equine researchers from various universities, the Committee
does not have ultimate control over grant recipients or the amount of —GS@@D—
funding awarded to those recipients. The Legislature established the The Commiittee
Committee to act in an advisory role and gave Texas AgriLife Research’s
Director the authority to actually administer grants. Statute also
authorizes the Director to consult other academic experts when deciding
which grant proposals to fund. Currently, Texas Agrilife Research’s
Director consults with Texas A&M University faculty members to review to fund.
all grant proposals before the Committee review process. Committee
members use this peer review information to make their grant award
recommendations to the Executive Director.

advises Texas
AgrilLife directly
on which projects

'The Committee also heavily relies on Texas AgriLiife Research to complete
its mission. Staff in the Director’s office draft the requests for proposals,
compile the submitted proposals, coordinate the peer review process,
and act as a liaison between the Director and Committee members. In
addition, staff plan the Committee’s meetings, and the agency pays the
cost of the meetings. As a result, the Committee’s only functions are to
set research priorities and review the peer review recommendations to
provide additional insight. While these functions certainly incorporate
another viewpoint — the racing industry’s — these opinions can be obtained
in other ways. Committee members see a value in using the Committee

process as a forum for industry groups to discuss equine-related issues. =@

However, a state created entity is not required for this discussion to The Agrilife

occur. Research
administers

¢ Texas Agrilife Research administers research programs without the
regular use of advisory committees. In 2007, Texas AgriLife Research ’
employed more than 425 doctoral-level scientists and operated on an ~ Programs without
annual budget of more than $155 million. As part of its overall mission the need for
to support Texas agricultural research, the agency gathers input from many advisory bodies.
different stakeholder groups when awarding funding and has processes in
place to ensure the proper use of funds research and verify outcomes.
Also, as part of the Texas A&M University System the agency adheres to
System-wide policies that prevent impropriety or a potential conflict of
interest when funds are granted. As such, Texas AgriLife Research has a
process in place to administer Equine Research Account Funds without
the added advice of an Equine Research Account Advisory Committee.

other research

Few entities fund equine research to benefit the horse racing
industry.

& Texas offers more equine research grant opportunities than most states.
According to Texas AgriLiife Research, the Committee’s funding level of
about $100,000 per biennium to Texas researchers, constitutes a significant
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amount of funding offered nationwide. Most of the other equine research
tunding offered is directly administered by universities in other states.
For example, University of Florida, Louisiana State University, and
the University of Kentucky all have equine research programs funded,
at least partially by the pari-mutuel racing industry. However, none of
these programs limit the research performed at these institutions to only
that which impacts the racing industry. Beyond the funds granted by the
Committee, the Texas A&M System also grants equine research in the
College of Agriculture and Life Sciences and the College of Veterinary
Medicine.

Recommendation
Change in Statute

41 Abolish the Equine Research Account Advisory Committee and continue
Texas AgriLife Research’s authority to expend appropriated Equine Research
Account funds.

'This recommendation would eliminate the Equine Research Account Advisory Committee from statute
and continue Texas AgriLife Research’s authority to expend appropriated Equine Research Account
funds. In expending these funds, Texas Agrilife would use its existing research proposal review and
award process, including involving subject-matter experts to evaluate proposals, when needed, and
would adhere to Texas A&M University System conflict of interest provisions. Texas Agriliife Research
would also be able to pair Equine Research Account funds with other agency revenue or funding sources
to create larger funding pools for long-term research initiatives. Under this recommendation, Texas
AgriLife Research would also use existing agency resources to communicate the impact of funded
research projects to the racing industry, including the Texas Racing Commission.

Abolishing the Equine Research Account Advisory Committee would simplify the process for
awarding grants to Texas” equine research community, while providing greater oversight of research
projects funded using Equine Research Account funds. Using existing agency processes, Texas AgriLLife
research would also provide greater oversight of grants awarded. While, under this recommendation,
Equine Research Account funds would be directly associated with the Texas A&M University System,
other Texas university faculty would not be prohibited from partnering with A&M System faculty to
receive funds, as is commonly done now.

Committee Response to 4.1

The Committee does not support this recommendation to abolish the Equine Research Account
Advisory Committee (ERAAC). Committee members believe that abolishing the ERAAC would
be very detrimental to the advancement of equine research in the state of Texas. Justification for
the continuation of the ERAAC includes, but is not limited to, the following.

The current Committee structure is designed to ensure representation by a broad and diverse
group, including the industry and academia. The Committee serves a valuable role in providing an
inclusive approach to fostering research relating to the horse racing and breeding industries. The
varying perspectives of the Committee members provide important expertise for submission and
evaluation of research proposals.
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Committee Response to 4.1 (continued)

Maintaining the Committee enhances prospects for funding to faculty outside the Texas A&M
University System.

The Committee structure serves important functions in addition to the review and recommendation
of funding equine research grants. The Committee serves as a conduit for the exchange of ideas
and identification of equine research issues among faculty, the horse racing industry, breed
associations, and horse breeders. Representatives from the Texas Racing Commission regularly
attend Committee meetings and provide important insight into research priorities for the race
horse industry.

Committee Modification

1. Provide for representatives from the Texas Racing Commission and other industry groups to
serve as Committee members.

(David Forrest, Ph.D., Chair — Equine Research Account Advisory Committee)
Affected Agency Response to 4.1

Texas Agriliife Research is flexible on the recommendation. Although the agency has received
great value from the Committee, especially when funds have been appropriated to the Equine
Research Account, in defining priorities, communicating research impacts to the racing community,
and providing guidance on funding allocations.

The agency appreciates the confidence placed in Texas Agrilife Research that the authority
to expend Equine Research Account funds be continued. The agency understands that equine
research is important to the State, which is why, as a result of the Legislature not appropriating
Equine Research Account funds, Texas AgriLife has funded projects over the last two biennia.

If the Legislature chooses to abolish the Committee, Texas Agriliife Research is confident in its
ability to continue fair and eftective administration of the Equine Research Fund and would likely
continue using a similar ad hoc external committee to provide input.

Texas AdgriLife Research Modification

2. Increase the diversity of Committee members by adding members of the Texas Racing
Commission and other industry groups.

(Mark A. Hussey, Ph.D., Director — Texas AgriLiife Research)
Affected Agency Response to 4.1

'The Texas Racing Commission agrees that the efforts of the Equine Research Account Advisory
Committee have suffered in recent years. The Committee’s opportunities to improve the health
and safety of race horses in Texas have been diminished by the decline in the industry and by the
Legislature’s sweep of the pari-mutuel revenue dedicated to the purpose of equine research.

In the past two years, Racing Commission members increased their participation at the Committee
level and found interaction with the Committee beneficial. 'The agency’s Chief Veterinarian now
attends the meetings regularly and has been communicating the need for scientific research to
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Affected Agency Response to 4.1 (continued)

support the State’s regulation and control of drugs and medications used in racing. Additional
benefit came recently through the Committee at the national conference of state racing regulators,
which focused its equine research forum on results of projects recently funded by the Equine
Research Advisory Committee.

Although it appears from Sunset staff’s review that the Committee does overlap with Texas
AgriLife Research and that Texas AgriLife Research has significant resources to offer the equine
research process, the current recommendation to blend the current Committee process into Texas
AgriLife Research does not address all of the concerns cited by Sunset staff.

In addition, every effort should be made to restore the equine funding as intended by statute.

Texas Racing Commission Modification

3. Require equine research, funded through pari-mutuel revenue, to benefit the racing industry.
Designate the Texas Racing Commission, representatives of the breed registries, and the
official horsemen’s organization to provide input into the research funding process. Direct
Texas AgriLiife Research in its assessment of the research conducted, a review of the impact on
the racing industry. Require enhanced distribution of research results, including a report to the
Texas Racing Commission and to the relevant legislative committees.

(Charla Ann King, Executive Director — Texas Racing Commission)

For 4.1

None received.

Against 4.1
Charles Graham, D.V.M. — Equine Research Account Advisory Committee, Elgin

David Hooper, Executive Director — Texas Thoroughbred Association, Austin
Modifications

4. Continue the Equine Research Account Advisory Committee, but provide for meaningful
input on research projects and funding from each officially recognized state breed registry, the
officially recognized horseman’s representative, and the Texas Racing Commission. (David
Hooper, Executive Director — Texas Thoroughbred Association, Austin)

5. Require Texas Agriliife Research to have an equine and greyhound research component to
ensure adequate funding of research projects with representation within that component to
include representatives from each officially state recognized state breed registry, the officially
recognized horseman’s representative, and the Texas Racing Commission. (David Hooper,
Executive Director — Texas Thoroughbred Association, Austin)
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Modifications (continued)

6. Establish a new equine research foundation comprised of representatives from each state breed
registry, the officially recognized horseman’s representative, and the Texas Racing Commission,
plus distinguished researchers and veterinarians. (David Hooper, Executive Director — Texas

Thoroughbred Association, Austin)

Staff Comment: 'The above modifications are intended to be separate alternatives to
Recommendation 4.1 and should not be read together.

Fiscal Implication

'This recommendation would not have a fiscal impact to the State. Texas AgriLife Research would
administer any appropriated funds in the Equine Research Account and any savings in administrative
costs would be used to fund additional research proposals.

Commission Decision
GS@@D

Adopted Recommendation 4.1.

Legislative Action
CS@@D

Senate Bill 2, 1st Called Session, 81st Legislature, continues the Equine Research Account Advisory
Committee until 2011 and requires the Sunset Commission to focus its next review of the the
Committee on the appropriateness of its previous recommendations to the 81st Legislature.

American Horse Council Foundation, 7he Economic Impact of the Texas Horse Industry (2005),p.2.

Sunset Final Report Texas Racing Commission / Equine Research Committee
July 2009 issue4 45



Texas Racing Commission / Equine Research Committee Sunset Final Report
46 Issue 4 July 2009



Across-THE-BoARD RECOMMENDATIONS
C@@.?




ATBs

Texas Racing Commission

Recommendations Across-the-Board Provisions
Already in Statute 1. Require public membership on the agency’s policymaking body.
Update 2. Require provisions relating to conflicts of interest.
Already in Statute 3. Require unbiased appointments to the agency’s policymaking body.
Already in Statute 4. ngl?;; :}I;al’i ;E)Z gxyf)vernor designate the presiding officer of the
Already in Statute 5. Specify grounds for removal of a member of the policymaking body.
Already in Statute 6. Require training for members of the policymaking body.
Already in Statute 7. Require separation of policymaking and agency staff functions.
Already in Statute 8. Provide for public testimony at meetings of the policymaking body.
Already in Statute 9. Require information to be maintained on complaints.
Apply 10. Require the agency to use technology to increase public access.
Apply 11. 122/{3&2}()) Ialmd usedappropriate alternative rulemaking and dispute
procedures.

Commission Decision
o=

Adopted staff recommendations.

Legislative Action
CS@@D

The recommendations were not adopted, as S.B. 1013 failed to pass.
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New Issues

'The following issues were raised in addition to the issues in the staff report. These issues are numbered
sequentially to follow the staff’s recommendations.

5. Require the Commission to provide venues for discussions of the economic health and
development of the racing industry. (Charles L. “Sonny” Sowell, Commission Member — Texas
Racing Commission)

6. Require the Commission to periodically issue a report on the racing industry’s economic
condition. (Charles L. “Sonny” Sowell, Commission Member — Texas Racing Commission)

7. Require the Commission to partner with the Texas Department of Agriculture, the Texas
Economic Development and Tourism Office, Texas Agriliife Research, and any other state
agency or college or university group charged with furthering economic development in Texas.
(Charles L. “Sonny” Sowell, Commission Member — Texas Racing Commission)

8. Grant the Texas Racing Commission the authority to regulate and tax advance deposit and
Internet wagering by Texas residents. (Andrea Young, Chief Operating Officer — Sam Houston
Race Park, Houston)

9. Authorize off-track betting facilities in Ector County, Texas. (Kevin Corbett, Ector County)

10. Eliminate current statutory limitations which prevent track patrons from being able to withdraw
more than $200 from a checking or savings account. (Gregg Scoggins, D.V.M., J.D., National
Director of Regulatory Affairs — Magna Entertainment Corporation, Ashland, Virginia)

11. Authorize the Texas Racing Commission to establish a program to review and promote
economic development of the racing industry. The Commission would be authorized to:

¢ Identify potential opportunities for racetrack associations and other industry organizations
to promote the racing industry;

¢ Work to encourage communication between industry organizations and racetrack license
holders to improve the economic state of the racing industry; and

¢ Coordinate meetings with industry representatives to discuss these recommendations
to bring to the Legislature. (The Honorable Kenneth “Kim” Brimer, Member — Sunset
Commission)

Commission Decision
c@@@:

Adopted New Issue 10.
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Legislative Action

==

The statutory recommendation was not adopted, as S.B. 1013 failed to pass.

Texas Racing Commission / Equine Research Committee

New Issues

Sunset Final Report
July 2009



AGENCY INFORMATION
(MarcH 2008)

N

==



Agency Information

Agency at a Glance

The Texas Racing Commission (the Commission) regulates all aspects of
horse and greyhound racing to protect the animals and participants involved

in live racing, and to ensure the integrity of pari-mutuel wagering. The

Legislature authorized pari-mutuel wagering on horse and greyhound races

in 1986 by passing the Texas Racing Act, and establishing the Texas Racing

Commission to oversee the racing industry and promote the economic and
agricultural development of racing.

To accomplish its mission, the Commission:

L 4

L 4

L 4

S S

Regulatory information

licenses racetrack facilities and all racing industry occupations;

enforces the Texas Racing Act and establishes rules for racing for the industry and
conduct; consumer information

allocates race dates and supervises licensee and animal conduct

about pari-mutuel

during live racing performances; wagering and Texas
racetracks is available on

oversees all pari-mutuel wagering activity, including wagers
placed on simulcast races; and

the Commission’s website,
www.txrc.state.tx.us.

administers the Texas-bred Incentive Program.

Key Facts

L 4

Funding. The Commission spent more than $4.5 million for its operations
in fiscal year 2007, all of which came from wagers, and racing-related fees
and fines. In fiscal year 2007, the Commission also collected about $5.2
million in dedicated, pass-through funds to administer the Accredited
Texas-bred Incentive Program.

State Revenue. In fiscal year 2007, the State received about $4.3 million
in pari-mutuel tax on simulcast wagers. The State did not receive any live
racing pari-mutuel tax because none of the racetracks met the State’s tax
threshold of $100 million in live racing revenue.

Texas Racetracks. The Commission currently regulates five active horse
racetracks and two active greyhound racetracks. The Commission also
oversees six non-operational racetrack licenses.

Regulation. The Commission currently employs a staff of 78, with 40
employees located at racetrack facilities throughout the state. These
employees supervise live racing and oversee the more than 15,000
occupational licensees registered with the Commission. During fiscal
year 2007, Commission staff resolved 586 disciplinary actions involving
licensees.
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S —
Voters approved
pari-mutuel
racing in 1987
and Texas’ first
pari-mutuel
racetrack opened
two years later.

s ——

Seven commission

Major Events in Agency History

1986 The Legislature adopts the Texas Racing Act allowing, upon voter
approval, pari-mutuel horse and greyhound racing, and creates the
Texas Racing Commission to oversee the racing industry.

1987 Texas voters pass a statewide referendum to approve pari-mutuel
wagering on live-racing events.

1988  'The Texas Racing Commission holds its first meeting and begins the
rulemaking process to define the rules of racing conduct.

1989 The Commission reviews 22 racetrack applications and approves
12 racetrack licenses. Texas’ first pari-mutuel racetrack opens on

October 6, 1989.

1995 'The Commission undergoes its first Sunset review; however, the
agency’s Sunset bill fails to pass and the Legislature continues the
Commission for an additional two years.

1997 'Through the agency’s Sunset bill, the Legislature eliminates the
separate designated horse and greyhound commissioners, and unifies
the Commission to oversee both industries. The bill focuses the
Commission on effective regulation of the industry and removes
references to promotion of the racing industry.

Organization
Policy Body

'The Texas Racing Commission consists of seven members appointed by the
Governor and confirmed by the Senate, and two voting ex officio members —
the chair of the Texas Department of Public Safety and the Comptroller of
Public Accounts, or their designees. The seven Governor-appointed members
serve six-year terms and the ex officio members serve for the duration of their
other office. Five of the seven Governor-appointed members represent the
public and must have a general knowledge of business or agribusiness. Of

members .. . :
‘il the remaining two members, one must have a background in horse racing and
represent tne one in greyhound racing. Additionally, one of the five public members may
horse and be a licensed veterinarian.
greyhound racing
industries and the 'The Governor selects one of the five public members Fo serve as Chalr. 'The
. table shown on the following page, 7exas Racing Commission,identifies current
general public. - S .
Commission members. Generally, the Commission’s main duties are to grant
racetrack licenses, approve live racing dates, adopt rules to govern live racing,
and hire the agency’s Executive Director. The Commission meets at least six
times per year, usually in Austin.
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Texas Racing Commission

Combs

Comptroller of Public Accounts

Term
Member City Qualification Expires
Jesse R. Adams Helotes Public Member 2009
Chair
G. Kent Cafte“ D.V.M. College Station Public Member, Veterinarian 2009
Vice Chair
Fair Oaks . .
Ronald F. Ederer Background in Horse Racing 2013
Ranch
Gloria Hicks Corpus Christi Public Member 2013
Rolando Pablos San Antonio | Background in Greyhound Racing | 2011
Robert Schmidt, M.D. Fort Worth Public Member 2011
Charles L. Sowell Houston Public Member 2009
. Ex Officio
Allan B. Polunsky San Antonio Public Safety Commission, Chair N/A
The Honorable Susan Austin Ex Officio N/A

Staff

'The Executive Director manages the agency’s day-to-day operations, with the help
of the Deputy Director for Finance and Regulatory Control. The Commission
is organized into five main departments — Racing, Investigations, Licensing,
Pari-mutuel Audit, and Veterinary Practices — with several other departments
providing support services. The Texas Racing Commission Organizational Chart
depicts the structure of the agency.

Texas Racing Commission
Organizational Chart

Commission

Executive
Director

General
Policy & Counsel
Planning
Investigations
Veterinary )
4‘ Practices HDrug Testing ’
Deputy Director
- ' Information Compliance Pari-mutuel : ;
‘Admlnlstratlon ‘ Technology ’ ‘ Audit ‘ Audit ’ ‘ Licensing ’
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'The Commission currently has a staff of 78 employees. Although based in
Austin, the Commission maintains a significant presence statewide, with
about 40 field staff located at the seven operational racetracks throughout the
state. Agency field staff often fluctuate between working full- and part-time
to provide necessary staffing and oversight during live race meets. Field staft
perform on-site licensing, enforcement, and monitoring functions. The map,

Texas Racing Commission Field Staff, shows the racetracks with agency field
offices.

Texas Racing Commission Field Staff

L4 Lone Star Park at
Grand Prairie (Grand Prairie)

@ Manor Downs (Manor)

Gillespie Fair and O 6 Austin
Festival (Fredricksburg)

@ Sam Houston Race Park (Houston)

@ Retama Park
(Selma)

Gulf Greyhound Park (La Marque)

¢y Texas Racing Commission Headquarters

Active racetrack housing Racing
Commission field staff

O Seasonal racetrack that does not require a

o . ® Valley Race Park (Harlingen)
permanent Commission field staff presence

Appendix C compares the agency’s workforce composition to the minority
civilian workforce from fiscal years 2005 to 2007. Generally, the agency fell
short of the civilian workforce standards, though it did exceed the percentages
for female administration and female administrative support.

Funding

Revenues

The Commission’s fiscal year 2007 revenues totaled about $10.3 million.
'The agency’s revenue primarily comes from fees assessed to racetracks and
occupational licensees; however the Commission also receives additional
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